Financial Regulation Outlook
January 2016

I BBVA

2 From Basel Ill to Basel IV?

Comprehensive ongoing review of Risk Weighted Assets

The BCBS is currently undertaking an ambitious revision of RWAs (denominator of capital ratios) that
could impact significantly on both minimum capital requirements and disclosed capital ratios. The new
global rules are due to be completed by end-2016 and expected to come into effect in 2019.

After the adoption of the Basel Ill risk-based capital ratios in all 24 FSB jurisdictions, and with all
internationally active banks already meeting the fully phased-in capital requirements, bank solvency has
been considerably strengthened in recent years.

When Basel Il saw the light of day in 2010 it was recognised that the framework was not definitive regarding
the RWAs of some exposures (e.g. securitisation and trading book) and a revision was envisaged for a later
stage to improve risk-sensitivity, reduce reliance on credit ratings and prevent regulatory arbitrage. But
subsequently the review of Basel Ill has gone much further than was initially intended, extending its scope to
include practically any type of risk and any approach used to calculate RWAs. A second wave of revisions is
associated with BCBS's strategic review of the risk-weighted capital framework to assess whether it strikes
the right balance in terms of simplicity, comparability and risk sensitivity. This was a reaction to the
guestioning of the capital framework on the grounds of its excessive complexity and lack of comparability,
particularly when internal models are used. Following this and with the aim of addressing the excessive
variability in RWAs observed across institutions, the BCBS set out a multifaceted plan to the G20 in 2014
and during 2015 has made substantial progress towards finalising the new rules. A report to the G20 in
November 2015 revealed the intention to complete the revision by end-2016.

Figure 2.1
Revisions to Basel Ill framework with potential future impact on RWAs
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The impact of these revisions is difficult to assess in advance due to the fact that it is on top of that derived
from the Basel Ill framework, implemented in 2014 and subject to phase-in provisions until 2019. In addition,
the cumulative impact is difficult to assess, given the multiplicity of changes being introduced at the same
time. Despite global regulators’ declaration of no intention to significantly increase overall capital
requirements, which reflects the growing awareness that the objective of financial stability should be
combined with the goal of not impeding economic growth, the industry is greatly concerned about the
potential additional tightening of capital requirements due to the conservative bias in the calibration of the
proposals so far published. Furthermore, even if at a global level the impact were neutral, it would not
prevent entities from having a significant impact at a credit entity or business line level. To conclude, a
significant change in solvency standards is underway; discussion on whether we call it ‘Basel IV’ or ‘revised
Basel III’ should not overshadow what is really important, which is its impact on the financing capacity to
sustain growth. This is particularly relevant in the case of Europe given the importance of the banking sector
in financing the economy.
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DISCLAIMER

This document has been prepared by BBVA Research Department. It is provided for information purposes only and
expresses data, opinions or estimations regarding the date of issue of the report prepared by BBVA or obtained from or
based on sources we consider to be reliable and have not been independently verified by BBVA. Therefore. BBVA offers
no warranty, either express or implicit, regarding its accuracy, integrity or correctness.

Estimations this document may contain have been undertaken according to generally accepted methodologies and
should be considered as forecasts or projections. Results obtained in the past. either positive or negative, are no
guarantee of future performance.

This document and its contents are subject to changes without prior notice depending on variables such as the economic
context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.
BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.
This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any
interest in financial assets or instruments. Neither shall this document nor its contents form the basis of any contract,
commitment or decision of any kind.

In regard to investment in financial assets related to economic variables this document may cover, readers should be
aware that under no circumstances should they base their investment decisions in the information contained in this
document. Those persons or entities offering investment products to these potential investors are legally required to
provide the information needed for them to take an appropriate investment decision.

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation,
distribution, public communication, making available, extraction, reuse, forwarding or use of any nature by any means or
process, except in cases where it is legally permitted or expressly authorised by BBVA.
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